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Highlights
ACthitieS for the Year

Audit Reports Issued

As aresult of its audit work in the departments, agencies, commissions,
and corporations of the Federal Government in Washington, throughout
the United States, and in Western Europe, Africa, Latin America, and
the Near and Far East, the General Accounting Office during fiscal year
1968 issued 1,153 reports —

157to the Congress;

231 to congressional committees, officers of the Congress, or individual
Members;

765to officialsof departmentsand agencies.

These covered virtually every activity of the Government. As
examples —

In the International Area, GAO

Issued a comprehensive report to the Congressonthe U.S. Commer-
cial Import Program in Vietnam, a program with obligations total-
ing $397 millionin fiscal year 1966.

Reported that the United States lost about $2.2 billion in its balance-
of-payments deficit through devaluation and other changes in the
value of foreign currencies and outlined areas in Government opera-
tions where balance-of-payments advantages may be possible.

Reviewed U.S. economic development programs in Colombia and
India, reporting a need for better planning and supervision; and issued
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a report on overall U.S. economic assistance to Chile, providing a
broader perspective of U.S. foreign assistance as it relates to this country
than has been available heretofore.

I n Department of Defense Operations, GAO

Found a need for the Department of Defense to improve its system of
controls over Government-owned facilities, special tooling, and material
in the possession of private contractors, a report that led to further
inquiry by the Joint Economic Committee.

Reviewed the U.S. Army Tank-Automotive Command‘s system of
financial management, as a result of which the Comptroller of the
Army, in coordination with the Army Chief of Staff, directed that a
further study be conducted, a study that resulted in a series of recom-
mendations for improvements in other Army commaodity commands.

Found a need for the Office of Civil Defense, Department of the Army,
to exercise more effective control over contractors engaged to make in-
dependent research studies so as to provide greater assurance that the
reports obtained are truly useful.

I nthe Area of Civil Operationsin the United States, GAO

Made a series of reports on Government operations in connection with
the “war on poverty.” These included reviews of the Community Action
Programs (Office of Economic Opportunity) in Los Angeles, Chicago
and Detroit, and the Neighborhood Youth Corps Program (Depart-
ment of Labor) in Cleveland.

Proposed fundamental changes in the management and operations of
the U.S. Post Office, suggesting that mail be collected for processing and
distribution through 550 sectional centers rather than at more than
33,000 independent post offices in 50 States, as is done at present.

Analyzed and reported on the reasons for the escalation in estimated
cost (from $46.7 million to $127.1 million) and time of completion
(from 5 to 814 years) of Project Mohole, the project to drill through
the earth’s outermost crust.

These were among the more important reports issued by GAO this
year.

Of this year’s reports, 73 reviewed particular U.S. international
activities—21 relating to programs and activities being conducted in
Vietnam. The majority of the latter were in response to requests from
congressional committees or individual Members of the Congress, and
are discussed more fully in Chapter Six.

A total of 554 reports related to activities of the Department of
Defense. Principal defense areas where GAO findings showed a need

4
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for improvement in management controls involved supplies, procure-
ment programs, administration of military and civilian pay and allow-
ances and utilization of manpower, and administration of transporta-
tion matters.

Special reports were made on procurement of F-111 aircraft, and
acquisition and installation of new automatic data processing equipment
for use in computerized management systems, and a number of other
matters, at the request of committees of the Congress and individual
Members. See Chapter Five.

A total of 511 reports were issued on reviews of the activities of civil
departments and agencies of the executive branch and in the legislative
and judicial branches. Ninety-four of these reports were submitted to
the Congress as a whole and 120were submitted to its committees, officers,
or Members on reviews made in response to their specific requests. In
addition, 297 reports were made to agency officials.

Thirteen audit reports concerned Government-wide activities, one
of which covered a study of the many factors involved in decisions by
departments and agencies whether to use contractor-furnished main-
tenance services for computers—now a $50 million annual expense—
or to do the maintenance themselves. Two audit reports related to
organizations outside the Government.

Digests of audit reports to the Congress are presented in Chapters
Four through Seven. A list of audit reports issued during the fiscal year
isin Appendix C-2.

Financial Savings

As a consequence of suggestions or recommendations made in con-
nection with a particular audit or review, actions were taken by Federal
agencies during fiscal year 1968to make improvements in their activities.
For many of these it was impractical to determine the dollar savingsthat
might ke realized.

Refunds, collections, and financial savings or revenues that could be
readily determined to have resulted from GAO audits and reviews
amounted to $232.8 million this year as follows:

Refunds and collections: (1n millions)
Audits of departments and agencies . . . . . $2.0
Transportation audits . . . . . . . . . . 14.7
General claims work . . . . . . . . . 2.9 $19.6

824-8820-68 — 2 5
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Other savings:

Supply management and procurement . . . . $144.6
Reaward of contract following GAO ruling on a

bid protest . . . e e 36.0
Reduction in transportatlon costs .o . 10.5
Reduction in Federal loans, contrlbutlons and

grants . . . 4.2
Consolidation of operatlons at a Government

installation 3.0
Reduction in cost of rewsmg maps 2.2
Construction costs 1.8

Amendment of Federal employees group Ilfe insur-

ance contract . . . . . . . . . . . . 1.5
Miscellaneous . . . . . . . . . . . . . 9.4 $213.2
Total savings attributable to the work of GAO . . . "'$232.8

*Savings of over $30 million are recurring in nature and will continue in future
years.

Expenses and Staffing

GAO operating expenses for fiscal year 1968 amounted to $53.5
million. Over 89 percent of this amount—$47.8 million—was required
to pay salaries and other personnel costs. The staff at June 30 totaled
4,310, a net increase of 94 over 1967. During the past 10 years, GAO
staff has been reduced by 1,079 —over 20 percent—but the professional
accounting and auditing staff has increased by 678 to 2,450.

Internal Audif

The importance of internal audit activities in the executive depart-
ments and agencies was stressed this year. Reports were submitted to
the Congress on the effectiveness of internal audit activities in the
departments of:

Agriculture
Commerce
Defense
Justice

Labor, and the
Post Office

Seven reports on internal audit activities were submitted to agency
officials.

6
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Financial Management Improvement

Congressional interest in improved financial management in the Fed-
eral Government continued during the year. The House Government
Operations Committee recommended that GAO make an annual report
to the Congress summarizing findings relating to inadequate accounting
systems and the progress of agenciesin developing systems for submission
and approval by the Comptroller General. The first annual report to the
Congressis planned for the calendar year 1968.

GAO approved five complete accounting systems submitted by civil
departments and agencies, three parts or segments of systems, and eight
statements of accounting principles and standards during the 1968 fiscal
year. At year end, 18 complete systems, three parts or segmentsof systems,
and 13statements of principles and standards submitted for approval by
civil departments and agencieswere in various stages of review by GAO.

As o June 30, the Department of Defense had submitted for approval
15 directives and instructions setting forth accounting principles and
standards, the accounting manuals of the three military services covering
construction activities, and industrial fund accounting systems manuals
for four Defense activities. The directive governing the Department’s
overall Resource Management System was approved and all other sub-
missions were under review.

In December 1967, the President approved the recommendations of
his Commission on Budget Concepts that budget expenditures and re-
ceipts be reported on an accrual basis rather than in terms of cash. Spec-
ific instructions to the executive agencies for implementing these recom-
mendations were issued by the Bureau of the Budget in April. GAO
was consulted in the preparation of these instructions.

The Joint Financial Management Improvement Program—compris-
ing representatives from the Bureau of the Budget, the Civil Service
Commission, GAO and the Treasury —planned a number of projects
during the year and started several as formal projects. Two of the major
projects were a study df the use by Federal agencies of letters-of-credit to
finance contractors and grantees, and a study of procedures for central-
izing within the Federal Government the billing and payment of trans-
portation chargesincurred by Federal agencies.

Scope of GAOQ’s Audit Work

In examining the extent to which Government agencies are discharg-
ing their financial responsibilities in an effective, efficient, and economi-
cal manner, GAO conducted approximately 1,800 audits and reviews in
the United Statesand in 43 other countries during fiscal year 1968.
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Number of Area ¢ audits
Field of activity audits and
reviews U.S.A. Overseas
Civil . . . . . . . ... ... 957 1,798 14
Defense . . . . ... ... .. 697 871 110
International . . . . . . .. .. 175 128 196
Total . . . . . . . . ... 1,829 2,797 320

Most of these audits and reviews were undertaken at U.S. Govern-
ment locations but work was done also at about 700 other locations such
as State and local governments, universities and similar recipients of
Federal grants and loans, and approximately 330 plants and offices of
private contractors holding Government contracts.

Access to Contractor Records

The United States Court of Appeals, Ninth Circuit, affirmed in No-
vember a District Court order granting to the Comptroller General
of the United States the right to examine books, documents, papers,
and records of the Hewlett-Packard Company relating to, or otherwise
disclosing, production costs of itemssold by the company to the Air Force
under four negotiated contracts.

It was GAQ’s position that the negotiated contract clause, and the
statute on which the clause is based, gave GAO the right to examine
the cost records and other pertinent datathat related to the itemsincluded
in the contract in sufficient detail to enable GAO to determine the reason-
ablenessof the negotiated prices.

The United States Supreme Court in March declined to review, and
thereby upheld, the Federal District Court decision.

Bid Protests

Each year the Comptroller General of the United States makes several
hundred decisions on protests from losing bidders for Government con-
tracts and about that number of protests were processed this year. Some
of these decisionsinvolved routine matters but in one case the Comptroller
General made a bid protest decision of unusual significance.

The case involved the selection by the Air Force of a contractor to
provide advanced computer equipment at a cost of well over $100 mil-
lion, after determining that it was the only one of four competing com-
panies to meet all mandatory requirements.

The runner-up price was approximately one-half of that of the com-
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pany selected. Following benchmark tests the three losers were not con-
sidered further by the Air Force.

The runner-up bidder protested the selection to the Comptroller Gen-
eral, asserting—among other matters—that the action of the Air Force
in refusing to conduct further oral or written discussion after the bench-
mark tests was contrary to the mandate of 10 U.S.C. 2304(g).

The Comptroller General held that the statute and regulations sus-
tained the protester’sposition.

The Air Force canceled its original selection as the source for the
procurement and announced that it would reopen the negotiations.

In a case with unusual circumstances, the Comptroller General, in
answer to a protest by an airline company, sustained a contract negoti-
ated by the Department of the Interior on behalf of the High Commis-
sioner of the Trust Territory of the Pacific Islands with another airline.
The contract provided for air transportation to, from, and within the
Trust Territory —and also for the development of the economy of these
Western Pacific Islands through the encouragement of tourism. The
Comptroller General held that the evaluation standards set out in the
solicitation, although general in nature, met the requirement of the
Federal Procurement Regulations.

GAO bid protest procedures, as published in the Code of Federal
Regulations, are included in Appendix C of this report, page 327.

Legal Services

Decisions prepared for issuance by the Comptroller General and other
legal matters handled during the year totaled 4,903. The total included
647 legislative and legal reports submitted to committees and Members
of Congress on information of interest to them and 61 reports to the
Director of the Bureau of the Budget on proposed, pending, or enrolled
bills and other legal matters.

Assisfance fo Congress

A major objective of GAO is to assist the Congress in maintaining the
surveillance necessary for effective legislative oversight o the complex of
governmental programs and operations. Toward this end in fiscal year
1968:

* GAO representatives testified on 33 occasions before congressional
committees.
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e 120 GAO staff members were assigned to the staffs of 21 committees
or subcommittees. This represents approximately 10,195man-days, or
39.1 man-years, of GAO staff time.

* 356 reports were furnished to committee chairmen on pending bills—
220 to the Senate, and
136to the House.

Publications

In response to numerous inquiries from Members of Congress and
the general public regarding available materials prepared by GAO in
the form of manuals, booklets, pamphlets, brochures, reports, etc., a
semiannual comprehensive compilation of GAQO publications which
are available to the public either at a nominal charge or free upon request
hasbeen issued.

This booklet, entitled “List of GAO Publications,” is published at
the start of each calendar and fiscal year and may be obtained from the
GADO, Publications Section, Room 6427, Washington, D.C. 20548.

Among the more recent additions to this listing are the following:

GAU Newsletter— A monthly capsule review of selected activities.
It includes a listing of unrestricted audit reports issued or made avail-
able to the public during the month, as well as summarizations of certain
of these reports and selected legal decisions of the Comptroller General.

GAO Review— A quarterly publication which includes articles written
by the professional staff of GAO. These articles are based on the pre-
sumed interest of the professional staff and relate to subjects of a highly
technical nature as well as those of a more general interest.

An important innovation was introduced in the Comptroller General’s
reports to the Congress, its committees and Members, at the close of
this fiscal year. A digest, designed to give the reader a synopsis of the
essential information, was inserted in each report. Two copies were in-
cluded : one as a tear-out sheet, for filing and other purposes; one bound
permanently into the report.

Transporfafion

During fiscal year 1968, GAO, in meeting its responsibilities for de-
termining the correctness of charges claimed for freight and passenger
transportation services furnished the United States, audited $2.1 billion

10
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in transportation charges, consisting of $1.2 billion paid for 4.9 million
freight shipments and $844 million for 2.9 million passenger movements.
This is an increase of about 10 percent over the charges audited in fiscal
year 1967.

Overcharges issued against carriers and carrier claims against the
United States settled by GAO in 1968 were as follows:

U.S. Claims Against Carriers
Number Amount

112306 . . . . o e $15.5 million

Carrier Claims Against U.S. Settled by GAO

[In millions of dollars]

Number Charges Allowed Disallowed
Original bills . . . . . . 2,517 $7.4 $7.1 $0.3
Supplemental bills . . . . 20, 312 3.9 2.2 L7
Total. . . . . . .. 22,829 $11.3 $9.3 $2.0

GAO also furnished assistance to the Department of Justice in some
47 legal actions involving claims against the United States for approxi-
mately $950,000 covering 43,254 shipments. Sixty-three suits, the sub-
ject of reports in this or prior years, were settled for about $195,000,
about $625,000 lessthan claimed.

Carriers filed 121 suits covering 166,497 shipments. Eighty of these
suits and about 130,000 of the shipments covered overseas movements
of household goods by the Department of Defense. The amount sued
for is not stated in the petitions but we estimate the liability of the
United States on the 180 household goods suits filed in this and prior
yearsto be nearly $100 million if the carriers prevail on all issues involved.

Claims Seftlement and Debt Collection

General claims against the United States in fiscal year 1968 involved
Government contracts, compensation to civilian personnel and pay and
allowances to military personnel, retired pay, travel, transportation and
per diem matters, and miscellaneous claims of Government personnel and
other public creditors. General claims against and by the United States
settled by GAO were as follows:

Number  Paid by U.S. Collected by
U.S.
(In millions)

Claims againstU.S. . . . . .. .. 13,812 $61 ...
Claimsby U.S. . . . ... .... 16,282 .......... $2.9
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At the end of the year, 9,236 claims under collection represented ac-
counts receivable in the amount of about $5.6 million. GAO reported
1,205 claims to the Department of Justice for collection by suit. As of
June 30 there were 6,036 claims under collection by that Department,
representing approximately $3.9 million in accounts receivable.

Training and Career Development

Nearly 1,600 members of GAQ’s professional staff were provided with
special training this year through GAO internal facilities. Over 500 pro-
fessional staff members participated in training or career development
programs conducted in other agency or non-Government facilities. Sixty-
five staff members passed the CPA examination given by State boards
during the year. A total of 440 members now hold the CPA certificate;
86 others who have passed the required examination will receive their cer-
tificatesupon completion o their experience requirement.

Public Activities

The Comptroller General spoke before 18 business and professional
organizations throughout the United States during the year in connection
with the work of GAO.

The Assistant Comptroller General addressed 10similar groups.

The Comptroller General attended the sixth International Congress
of Supreme Audit Institutions in Tokyo, May 22 to 30, the first U.S.
Comptroller General to participate.
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Assistance
to the Congress

SUMMARY OF ASSISTANCE PROVIDED

Basic to functions and duties of the General Accounting Office is
assistance to the Congress in maintaining legislative oversight of the
ever-increasing number of Federal programs. The General Accounting
Office is an arm of the Congress—a part of the legislative branch—
independent and, traditionally, objective and nonpartisan in its work.

Through its reports, testimony, staff assistance, and counsel, the
General Accounting Office serves as an extension of Congress’ own eyes
and ears. The Office providesthe Congress with a steady flow of informa-
tion and recommendations resulting from its continual search for
means of achieving greater economy and efficiency throughout the
Government.

Our Office of Legislative Liaison, which is a part of the Office of the
General Counsel, is a central point of coordination for achieving our
goal of providing Congress the assistance it needs and expects. The
legislative attorneys of our liaison staff are in continuous contact with
staff members of the committees to discuss matters of mutual interest
and to coordinate our efforts most effectively to meet the committees’
requirements. The Office of Legislative Liaison also serves as the point of
contact through which individual Members and their staffs, as well as
the staffs of the committees, may channel their inquiries and requests
forassistance in order that our responses may be made with the maximum
effectiveness.

This chapter summarizes and highlights in one place our assistance
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to the Congress in fiscal year 1968. Other chapters deal in greater detail
with some df the material mentioned here.
Our assistance is furnished principally through :

e Audit reports to Congress.

= Special audit and investigative reports as requested by committees and
individual Members of Congress.

* Directstaff assistance to committees.

e Commentsto committees on pending legislation.

¢ Advisory assistancein legal and legislative matters.
* Testimony at hearings.

* Recommendationsfor legislation.

¢ Accounting and auditing advice on House arid Senate finaucial and
administrative operations.

AUDIT REPORTS TO CONGRESS

Reports to the Congress—addressed to the President of the Senate
and to the Speaker of the House —are reports which, for the most part,
result from audits and reviews originated. within the Office. In fiscal year
1968, we issued 157 reports of this type.

Audit groups are assigned and physically located in most of the de-
partments and agencies in the Washington metropolitan area. Other
groups are assigned to our regional offices located in key cities in the
continental United States and to our overseas offices in Frankfurt,
Honolulu, Manila, Saigon, and New Delhi. Coordinated by the Wash-
ington staff, these groups achieve a working familiarity with agency
operations at almost all levels and, thus, the Office is able to originate
programs resulting in meaningful reports to the Congress on a Govern-
ment-wide range of subjects.

Our audit programs are necessarily selective since complete and con-
tinuous audits of all Government activities are not feasible. In selecting
areas for audit, we make every effort to include subjects in which we be-
lieve Congressand its committees are particularly interested.

By periodically exchanging information and views in informal meet-
ings with the committee staffs, we make a concerted effort to identify areas
o current interest and concern so that we may direct our efforts to those
areas. Our practice of regular meetings with the Appropriations Com-
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mittees’ staffs, for example, has proved most fruitful in this regard, as
have our frequent meetings and close relationships with both Govern-
ment Operations Committees.

The chairman of the House Armed Services Committee has expressed
interest in having the staff of that committee meet with us at regular
intervals to exchange information. We strongly believe that such an
exchange of ideas and information provides one o the best means of
directing our resources toward the most productive areas. Unless the
Congressthrough its committee system helps to design our work programs
so as to reflect its interests, the maximum benefit may not be derived from
our efforts.

On occasion the Congress will express its desire for specific work by
the General Accounting Office directly in a statute, resolution or com-
mittee report. By Public Law 90-222 last year, for example, Congress
directed the Office to review and evaluate the efficiency and effectiveness
of the poverty programs on a nationwide basis. We had already noted
a keen interest on the part of Congressin these programs and had sched-
uled reviews of a number of projects. Reports on some of those have been
made and our overall report pursuant to the statute is expected to be made
in the early part of calendar year 19609.

Similarly, section 640(b) was added to the Defense Appropriation,
1968, requiring GAO to evaluate a new accounting system (PRIME)
proposed by the Department of Defense. The Department was pro-
hibited by section 640(b) from placing the new system in operation
until after the Comptroller General had made his review and certified to
the Congress that the system met certain conditions. Our report on the
system was issued on April 12, 1968, and later we testified on the matter
before the Defense Subcommittee of the House Appropriations Com-
mittee

Frequently, Members of Congress cite General Accounting Office re-
ports on the floor during debate or in committee hearings. As has been
its practice for several years, the Joint Economic Committee held hear-
ings again last year to review our reports on Government procurement
and supply management. The Joint Committee report which followed
commended the Office for “outstanding work.”

SPECIAL *REPORTS REQUESTED BY COMMITTEES
OR INDIVIDUAL MEMBERS

The special reports we issue in response to requests of committees and
individual Members for reviews or investigations of specific government-
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al actions or limited segments of programs form another important means
of assisting Congress. While section 312 of the Budget and Accounting
Act of 1921, as amended, requires our Office to make investigations and
furnish information and assistance to the Congress and to the congres-
sional committees having jurisdiction over revenue, appropriations, or
expenditures, it has been our policy to comply with requests of all com-
mittees and individual Members within the limits of available funds and
manpower.

During the year we issued 231 special reports. These reports were made
to many committees and individual Members of Congress. They covered
a wide variety of subjects.

With respect to military activities, the House Committee on Appro-
priations called upon us to make special surveys of the practices of ac-
quiring and installing new automatic data processing equipment for use
in computerized management systems; the operations of the Medical
Education for National Defense (MEND) Program; the operations of
the Johns Hopkins Applied Physics Laboratory under Government re-
search contracts; the actions taken to strengthen management of Gov-
ernment-owned machine tools; and the policies, procedures, and prac-
tices in planning and programming hospital construction projects. The
findings in our reports on these matters were used by the committee as a
basis for questioning Department of Defense officials during the hearings
on the appropriations for fiscal year 1969. They were specifically iden-
tified by the committee in its report (H.Rept. 1735, 90th Cong.) on
the Department of Defense Appropriation Bill, 1969, as examples of the
need for more economy in the administration of military programs.

In response to a request by the chairman of the Subcommittee on De-
partment of Agriculture and Related Agencies of the House Committee
on Appropriations, we reviewed and reported on meat and poultry in-
spection activities conducted by the Consumer and Marketing Service,
Department of Agriculture. The committee stated in its report (H. Rept.
1335, 90th Cong.) on the Department of Agriculture and Related Agen-
cies Appropriation Bill, 1969, that our report “noted a number of in-
stances of duplication of inspection work, lack of uniform practices and
procedures, failure to effectively utilize field inspectors, scattering of
supervision, and an inefficient and wasteful organizational setup, espe-
ciallyin the field.”

In view of these findingsthe committee directed the Department to re-
organize its inspection activities on the most efficientand economical basis
possible. Also language was added to the appropriation (Public Law
90-463) placing one-half of the increase in funds ($13,440,250) for
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meat and poultry inspection into a reserve to be released only after the
inspection activities are fully coordinated and placed on an efficient and
economical operating basis.

Based upon observationsof a special study mission to Latin America as
to the size of the U.S. aid program in the Dominican Republic, the chair-
man of the House Foreign Affairs Committee requested an audit of the
program by our Office. Our report to the committee in response to that
request was classified.

At the request of the Joint Committee on Atomic Energy we furnished
a number of reports concerning the vital activities of the Atomic Energy
Commission. Our reviews encompassed a number of areas, such as (1)
establishment of the amount to be charged by the Atomic Energy Com-
mission for uranium enrichment services, (2) problems associated with
the policies, procedures, and administration of selected construction proj-
ects, and (3) the potential financial impact on the U.S. Government of
a proposed sale of plutonium to the European Atomic Energy
Community.

As a result of our review of selected construction projects, the Atomic
Energy Commission revised its instructions to provide better control over
the administration of construction activities and to provide the Con-
gress with more detailed information concerning individual construction
projects.

A number of special reports were made to the Manpower Subcommit-
tee of the House Committee on Post Office and Civil Service concerning
the utilization of contractorsinstead of Civil Service personnel to perform
functions at Government installations. Following hearings by the Sub-
committee on Special Studies of the House committee on Government
Operations on this same subject, we furnished the latter committee a
report containing an extensive analysis of various alternative cost profiles
which had been proposed for use by agencies in evaluating contracting-
out problems. In its report on those hearings, the Government Operations
Committee adopted the position taken in our report and in the Comp-
troller General's testimony at the hearings.

Other examples of special reports we made during the past year to the
House Government Operations Committee or to its various subcommit-
tees include : (1) a report to the Subcommittee on Foreign Operations
and Government Information on the efforts of the U.S. Government
concerning land reform in South Vietnam, (2) a report to the Govern-
ment Activities Subcommittee on the administration of oil and gas de-
posits owned by the United States under military installations, (3) a
report also to the Government Activities Subcommittee on certain in-
terpretations of the Federal Employees compensation Act by the Bureau
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of Employees’ Compensation of the Department of Labor, (4)various
reports to the Subcommittee on Intergovernmental Relations concerning
matters under jurisdiction of the Office of Education and the National
Institutes of Health, and (5) a report to the Subcommittee on Legal and
Monetary Affairs on the manner Government obligations are marketed
by various agencies.

STAFF ASSISTANCE TO COMMITTEES

At the request of committee chairmen we assign members of our pro-
fessional staff to work along with regular committee staffs on special
projects. When so assigned, our personnel work under the committee’s
direction.

To the extent we are able to assist in this regard, it frequently enables
a committee to undertake work which might not be possible otherwise
and eliminates the necessity of hiring short-term employees for special
projects. Depending upon the circumstances and the application of the
authorizing statutesto the committee involved, the costs of our employees’
salary and expenses may or may not he reimbursed to our Office from
committee funds.

In most cases, we consider that the experience of the employees on
committee assignments is beneficial both to the General Accounting
Office and to the employee himself. In order to avoid too long an absence
by the employee from General Accounting Office assignments and su-
pervision, our policy continues to limit the duration of such assignments
to 6 months, except in special circumstances.

During the past year, we furnished considerable staff assistance both
here in Washington and other parts of the country to the Senate Perma-
nent Subcommittee on Investigations in connection with its investigations
into the causes of riots and the administration of certain poverty pro-
grams. As in past years, we provided assistance to the staff of the House
Select Committee on Small Business in the preparation of its reports on
tax-exempt foundations. A complete summary of these assignmentsdur-
ing fiscal year 1968 appears on pages 360 and 361, Appendix H-6.

ADVISORY ASSISTANCE ON LEGAL AND LEGISLATIVE MATTERS

Assistance by our Office on legal and legislative matters is rendered
upon request and usually takes the form o either legislative drafting or
providing advisory legal opinions as to the proper interpretation of laws
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or agency regulations, or proposed legislation. Many times the advice is
given in informal conferences with Members or staff personnel but in
some instanceswritten opinions are required.

The subjects covered in requests received in 1968 for our opinion or
advice included such matters as the legal sufficiency of Army Regulations
governing burials in Arlington Cemetery, authority of the Small Busi-
ness Administration to make 3-percent disaster loans in riot areas, au-
thority for the military services’ full-time scholarship programs, and
many others.

Most of the requests received for assistance in drafting legislation are
made informally, quite often from committees or individual Members
to carry out recommendations contained in our audit reports to the
Congress. The requests may require drafting o an entire bill or of a
special provision to be included in a bill. In this work, our purpose is to
insure that the results intended by the proponents o the legislation will
be achieved. We believe our contribution in this regard is of real value
because of the wide range of expert knowledge of governmental activi-
ties gained through our audits and the competence our legal staff has
developed through its constant association with the governing statutes
and regulations.

REPORTS ON PENDING LEGISLATION

During 1968, a total of 356 reports on pending bills were furnished
to the committees of Congress at the requests of the respective chairmen.

Certain committees invite our comments on all pending bills as a
matter of course. In some cases we have no pertinent information or
comment to offer-; in many others, however, we are able, through the
combined efforts of the legal staff and the accounting and auditing staffs,
to contribute worthwhile information and recommendations to the com-
mittee. We make extensive comments on bills containing provisions
directly affecting the work of our Office, as well as bills which have been
introduced to correct deficiencies noted in our audit reports, or to imple-
ment our own recommendations.

For example, Title X of Senate bill 698, the Intergovernmental
Cooperation Bill, would have placed considerable additional respon-
sibility on our Office for determining the adequacy and nature of the
accounting and auditing systems of the various States with respect to
Federal assistance programs. Largely based on our report to the effect
that an interagency study was being undertaken on the subject and that
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we considered inappropriate certain of the new functions that would be
imposed upon our Office, the committee decided to delete Title X from
the bill.

Frequently, in the case of bills which do not deal directly with our
Office or which have not been the subject of our reports, we are able
through experience with the agencies concerned and their programs to
furnish constructive comments. These might relate to unanticipated legal
effects which certain language employed in the bill may have or to opera-
tional, fiscal, and administrative aspects of the proposed legislation. For
example, in our report to the Senate Committee on Commerce on S. 752,
designed to limit interstate transportation performed by 1CC-exempt
agricultural cooperative associations, we pointed out that the enact-
ment of the bill could curtail the possible use of agricultural cooperative
trucks by the Government and thus increase Government transportation
costs. Certain clarifications were made to the bill along the lines we
recommended before its enactment as Public Law 90-433, approved
July 26, 1968.

Also, in reporting to the Senate Committee on Finance on H.R.
16241, a bill which: among other things, would have extended the 5-
percent air fare tax to foreign travel as a means to alleviate balance-of-
payment problems, we strongly supported an amendment that would con-
tinue the Government’s exemption from air transportation taxes. We
pointed out that if the Government was not exempted, more than
$1 3,500,000 would have to be appropriated for a single fiscal year, drawn
from the Treasury to pay the taxes, only to be returned to the Treasury
again.

Following is a table showing the number of reports on bills furnished
to the committees during fiscal year 1968:

Senate

Armed Services . . . . . . . . . . ... 2
Banking and Currency . . . . . . . . . . . . . . 16
Commerce . . . . . . . . . . . ... .01
Finance . . . . . . . . . . . . . .. ... 1
Foreign Relations . . . . . . . . . . . . . .. 1
Government Operations . . . . . . . . . . . .. 19
Interior and Insular Affairs . . . . . . . . . . . 1
Judiciary . . . . . . L. oL oL Lo 2
Labor and Public Welfare . . . . . . . . . . . . 17
Post Office and Civil Service . . . . . . . . . . . 19
Public Works . . . . . . . . . . . . . . .. 1
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House
Agriculture . . . .
Banking and Currency
Education and Labor
Government Operations
Interior and Insular Affairs
Interstate and Foreign Commerce
Merchant Marine and Fisheries
Judiciary . . . . . . . .
Post Office and Civil Service
Public Works .
Science and Astronautics
Ways and Means

Total

ASSISTANCE TO THE CONGRESS

136

356

TESTIMONY AT HEARINGS

During fiscal year 1968, the Comptroller General or other officials
o the General Accounting Office appeared and testified before congres-

sional committees on 33 occasions.

The committees rely on the Comptroller General, as an agent of Con-
gress, for testimony on many subjects considered during the course of a
session in view of the extensive and diverse accumulation of information
and expertise within his Office on Government activities.

There follows a list o appearances, including identification of the

subjects covered.

Appearances by General Accounting Office Representatives at Congressional Hearings
During Fiscal Year 1968

Committee Date ‘ Subject
U.S. SENATE
Judiciary:
Special Subcommittee . | Aug. 23, 1967 Waiver of limitations upon claims

of certain retired reserve mem-
bers of the uniformed services
under Public Law 88-519 (78
Stat. 699) (S. 725).
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Appearances by General Accounting Office Representatives at Congressional Hearing
During Fiscal Year 1968—Continued

Committee

Date

Subject

U.S. SENATE—Continued

Finance .

Select Committee on Small
Business:
Subcommittee on Govern-
ment Procurement.

Post Office and Civil Service. ..

Government Operations:
Subcommittee on Foreign
Aid Expenditures.

Government Operations :
Subcommittee on National
Security and Inter-
national Operations.

Appropriations :
Subcommittee on Legisla-
tive Branch.
Banking and Currency

Armed Services . . .

Judiciary:
Subcommittee on Anti-
trust and Monopoly
Legislation.

24

Sept. 12, 1967

Feb. 7, 1968

Mar. 11, 1968

Mar. 19, 1968

Mar. 26, 1968

Apr. 17, 196E

June 18, 196E

June 20, 19%6E

June 21, 1968

An amendment to the Social
Security Amendments Bill,
which would add a Title V en-
titled, “Quality and Cost Control
Standards for Drugs.”

Bid protest decision procedures.

Need for increasing the number of
supergrade positions in GAO.

The propriety of the U.S. Govern-
ment paying port charges on
agricultural commodities donated
by the U.S.to voluntary relief
agencies under Public Law 480
program.

Analysis of the issue raised by the
application of PPB in the execu-
tive branch, and the implications
this has for the congressional role
in establishing national policies
and budgets.

General Accounting Office budget
estimates for 1969.

Uniform accounting standards for
Government contractors. An
amendment to the Defense
Production Act extension (S.
3097 and H.R. 17268).

To increase the effectiveness of the
“Truth-in-Negotiations Act” by
giving the contracting agencies
access to records and data of
contractors and subcontractors
related to negotiation, pricing,
and performance of contracts
(H.R. 10573).

The effect of Department of De-
fense procurement on competi-
tion and concentration.
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Abpearances by General Accounting Office Representatives at Congressional Hearings
During Fiscal Year 1968 — Continued

Committee Date Subject
HOUSE OF REPRESENTA-
TIVES
Government Operations:

Subcommittee on Special | July 17,1967 | General Accounting Office activi-

Studies. ties to improve financial man-
agement in Federal agencies.
Government Operations:
Subcommittee on Govern- | July 18,1967 | Current problem and develop-
ment Activities. ments in automatic data proc-
essing in the Federal Govern-
ment.
Armed Services:

Subcommittee on Special July 27, 1967 | Multiyear procurement authority

Investigations. for the military departments
(H.R. 5791).
Government Operations:

Subcommittee cn Military | July 28, 1967 | The relationship of the General

Operations. Accounting Office with the De-
fense Contract Audit Agency.
Armed Services:

Subcommittee for Special Aug. 3, 1967 | Improving the system of procure-

Investigations. ment in the Defense Depart-
ment.
Government Operations:

Subcommittee on Researck | Aug. 9, 1967 | Survey of the accounting and man-
and Technical Pro- agement controls employed by
grams. five Federal research labora-

tories in the utilization and pro-
curement of laboratory equip-
ment.
Armed Services:
Subcommittee No. 3 Aug. 22, 1967 | Results of review of certain activities

Armed Services:
Subcommittee on Special
Investigations.

Government Operations:
Subcommittee on Govern-
ment Information and
Foreign Operations.

Sept. 25, 1967

Jan. 18,1968

of the U.S. Civil Administration
of the Ryukyu Islands.

Problem areas related to the ad-
ministration of Public Law 87-
653, “Truth-in-Negotiations
Act.”

Current and planned reviews of

activities of U.S. agenciesin
Latin America.
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Appearances by General Accounting Office Representatives at Congressional Hearings
During Fiscal ¥¢ar 1968 — Continued

Committee Date Subject
HOUSE OF REPRESENTA-
TIVES — Continued
Banking and Currency Mar. 6, 1968 | Need for access to records in audit
of the Federal Deposit Insurance
Corporation.
Appropriations :
Subcommittee on Legis- Mar.19, 20, General Accounting Office budget
lative Branch. and 21, estimates for 1969.
1968
Government Operations:
Subcommittee on Special Apr. 25, 1968 | Procurement of necessary support
Studies. services from commercial or
Government sources.
Appropriations:

Subcommittee on Defense .| May 2, 1968 | Proposed changes in financial man-
agement procedures in the De-
partment of Defense (Project
PRIME).

Banking and Currency May 7, 1968 | Access to records in audit of the
Federal Deposit Insurance
Corporation (H.R. 16064).
Government Operations:
Special Subcommittee on May 20, 1968 | The program for advance ac-

Donable Property.

Government Operations :
Subcommittee on Execu-
tive and Legislative
Reorganization.
Armed Services:
Special Subcommittee on
the M-16 Rifle Pro-
gram.

Government Operations:
Subcommittee on Military
Operations.
Government Operations:
Subcommittee on Military
Operations.
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June 11, 1968

June 18, 1968

June 21, 1968

June 24, 1968

quisition of excess property and
the possible role of the military

in an excess property repair and
rehabilitation program at over-
seas locations.

“Joint Funding Simplification
Act” (H.R. 12631).

Legality of contracts awarded to
provide additional sources for
the production of the M-16
rifle.

Procurement of rocket launchers,

Department of Defense supply
management.
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Appearances by General Accounting Office Representatives at Congressional Hearings
During Fescal Year 7968 —Continued

Committee Date Subject
JOINT
Economic:
Subcommittee on Economy | Sept. 21, 1967 | Role of GAO in the “Planning,
in the Government. Programming, and Budgeting
System.”
Economic:
Subcommittee on Economy | Nov. 27, 1967 | Department of Defense procure-
in the Government. ment and supply management.
Economic:
Subcommittee on Economy | Dec. 8, 1967 | Department of Defense procure-
in the Government. ment and supply management.
Economic:
Subcommitteeon Economy | Jan. 29, 1968 | Survey of the use by Federal de-
in the Government. partments and agencies of the
discounting technique in making
evaluations of future programs.

ASSISTANCE ON HOUSE AND SENATE
FINANCIAL AND ADMINISTRATIVE OPERATIONS

We maintain a professional staff at the Capitol to furnish assistance
on management, financial, and administrative problems requested by
officers of the Congress. These requests have increased steadily over the
years and we expect to continue working closely with those officials,
making any contribution we can.

During the past year, we assisted employees of the Clerk of the House
of Representatives in adapting accounting procedures to the new data
processing equipment for payroll, office equipment, furniture, and the
stationery inventory. We also discussed methods of conversion of the
present base pay system to single gross amounts with the Disbursing Clerk
of the House if legislation to accomplish this is eventually enacted.

We furnished management counsel and accounting assistance in the
reorganization of the House Beauty Shop at the request of the Select
Committee on the House Beauty Shop.

We are conducting a management study of the House Restaurant at
the request of the Subcommittee on Legislative Appropriations of the
Committee on Appropriations, House of Representatives, in accordance
with the purpose outlined in the committee’sreport (H. Rept. 1576, 90th
Cong.) accompanying the Legislative Branch Appropriation Act, 19609.
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At the request of the officers of the Senate and of the House of Repre-
sentatives we audited and reported on the following activities:

Capitol Guide Force

Senate Office Beauty Shop

Senate Employees Barber Shop

Senate Recording Studio Revolving Fund
House Recording Studio Revolving Fund
House Stationery Revolving Fund

House Finance Office

We continued to assist the Architect of the Capitol in various areas of
financial management.

Under the provisions of Senate Rule 44 as provided in Senate Resolu-
tion 266 approved by the Senate on March 22, 1968, each Senator or
person who has declared or otherwise made known his intention to seek
nomination or election to the Senate and each officer and employee of
the Senate compensated at a rate in excess of $15,000 a year is required
to file with the Comptroller General, between January 1 and May 14
of each year, a “Confidential Statement of Financial Interest.”

The Senate Committee on Standards and Conduct promulgated a
form which contains instructions for submitting the completed financial
statement in a sealed envelope by registered mail or by calling to have it
picked up. We informed each Senator by letter that a personal represent-
ative of the Comptroller General would arrange to meet with the Senator
to receive the sealed envelope if he requested it.

Recognizing the highly confidential nature of the information involved,
we have had prepared a special security envelope in which, as an extra
degree of protection, the sealed envelope containing the information
furnished under Rule 44 will be placed.

We are authorized to release the information submitted only to the
Senate Select Committee on Standards and Conduct upon a majority
vote of the committee.

RECOMMENDATIONS FOR LEGISLATION

Many of the recommendations included in our reports to Congress for
corrective action on deficiencies noted may be accomplished administra-
tively. Sometimes legislation is required or may be desirable and, if so,
we include in our reports specific legislative recommendations. We also
submit special recommendations from time to time based upon findings
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made in the course of our legal work or upon a change in our own opera-
tional requirements.
A discussion of some of our recommendations follows.

Recommendations Considered Dy the Congress in Fiscal Year 1968

1. Need for revised legislation relative to financing of site acquisition
transactions.—The Post Office Department had initiated actions to
acquire some facility sites earlier than the actions probably would have
been initiated if the funds available for site acquisitions would have
remained available after the end of the fiscal year. Some of these early
acquisitions of sites had resulted in additional costs to the Government
and, in a few cases, the Department may not have made sufficient studies
before initiating actions to acquire facility sites.

We recommended that the Congress give consideration to amending
existing legislation to (1) authorize, and provide the Department with,
a revolving fund of an appropriate amount for financing the acquisition
of sites and the planning of postal facilities pursuant to the authority
contained in section 2103 of title 39, United States Code, and (2)
require the Postmaster General to include, in his annual report to the
Congress, data regarding the activities of the revolving fund, including
the investments in sites for proposed new facilities.

In reports on the Treasury, Post Office, and Executive Office Ap-
propriation Bill for 1969, the Senate and House Committees on Appro-
priations directed the Department to transfer the site acquisition fund
from the Building Occupancy account to the Postal Public Buildings
account, which has a no-year limitation, and to utilize the site acquisi-
tion fund in the future only after complete justification, by line item
project, had been made available to the Committees on Appropriations
of the House and Senate. We believe that these actions should accom-
plish the objectives of our recommendations. (Revised Practices Needed
for Acquiring Control of Sites for Leased Postal Facilities, B—153129,
May 1, 1968.)

2. Financing the Office of the Government Comptroller of the Virgin
Islands. —Since 1959 the activities of the Office of the Government
Comptroller have been financed by appropriations made by the Federal
Government. In view of the substantial increase in net revenues col-
lected by the U.S. Treasury on Virgin Islands products transported to
the United States and paid to the Government of the Virgin Islands as
Federal grants, and because the Government Comptroller’s operations
primarily benefit the insular government, we stated that the Congress
might wish to consider financing the Office of the Government Comp-
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troller from funds which are otherwise transferable to the insular govern-
ment as Federal grants.

Legislation considered during the fiscal year and enacted as Public
Law 90-496, approved August 23, 1968, included provision that the
salary and expenses of the Office of the Government Comptroller of
the Virgin Islands be paid by the United States from funds derived
by transfer from internal revenue collections appropriated for the Virgin
Islands. (Review of the Activities of the Government Comptroller of
the Virgin Islands, B—114808, Apr. 28, 1966; page 22, Annual Report
of the Comptroller General for fiscal year 1967.)

3. Potential savings available through use of civil service rather than
contractor-furnished employees for certain support services.—In June
1967 we reported that our review of the relative costs of using civil serv-
ice personnel or contractor-furnished personnel to perform engineering
and related technical support services at the National Aeronautics and
Space Administration’s Goddard and Marshall Space Flight centers
showed that estimated annual savings o as much as $5.3 million could
be achieved with respect to the contracts we reviewed if these services
were to be performed by civil service employees. We noted that the
Space Administration’s policies had not been sufficiently clear as to the
consideration to be accorded to relative costs in determining whether
contractor-furnished or civil service personnel should be used.

Because action to fully correct the situation would require a significant
change in the Space Administration’s policy relating to the use of support
service contracts and because of the potential effect that a significant
change could have on its civil service personnel requirements, we sug-
gested that the Congress might wish to consider the policy aspects of
this matter in further detail with agency officials. We suggested also that
the Congress might wish to explore with the Space Administration the
impact that cost considerations should have in determining whether to
use contractor or civil service personnel in those cases where either could
equally carry out the operation.

As a result of our report, the Special Studies Subcommittee o the
House Committee on Government Operations held hearings in June
1967 on this matter. Follow-up hearings were also held by the subcom-
mittee in April 1968 to consider the various cost elements involved in
making studies of the cost of performing the work with civil service em-
ployees compared to the cost of contractor performance, with the objec-
tive of possibly developing cost standards and criteria which would be
for Government-wide application.

4. Providing uniform restoration benefits for Federal employees enter-
ing military service.— In 1963 and again in 1967, we pointed out two
inconsistent provisions of law between job restoration rights of members
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of the Reserves and National Guard who leave Federal civilian positions
to enter active military duty and restoration rights of other Federal em-
ployees entering service under the Universal Military Training and Serv-
ice Act. In the case of Reserves and National Guardsmen there was no
time limit on restoration rights provided them under 5 U.S.C. 3551 but,
on the other hand, the law covering enlistees and draftees limited resto-
ration rights to a period of 4 years after entering military service.

A provision to equalize these benefia by limiting restoration rights to a
period of 4 years in all cases was included in H.R. 1093 which was en-
acted as Public Law 90491, approved August 17,1968.

Recommendations to the Congress During Fiscal Year 7968

1. Policies and Procedures used in estimating costs, evaluating bids,
and awarding contracts for dredging. — The law under which the Corps
of Engineers, Department of the Army, awards contracts for dredging
(33 U.S.C. 624) stipulates that appropriated funds shall not be used
to pay for any work done by contract if the contract price is more than
25 percent in excess of the estimated cost of the Government’s doing
the work with its own equipment and crews (in-house). Our review
showed that the Corps generally does not prepare in-house estimates
but, rather, awards contracts for dredging to the contractor whose bid
price is low and is not more than 25 percent in excess of the Corps’
estimate of fair and reasonable cost to a contractor, exclusive of profit.
Our examination of 32 dredging contracts showed that 11 of the con-
tracts were awarded at prices that were about $2.1 million in excess
of the statutory limitation and about $4.4 million in excess of the costs
that would have been incurred if the work had been done by the Corps
itself.

We recommended that the Corps’ regulations be revised to require
the Corps to award future dredging contracts in compliance with the
law. The Department of the Army disagreed with our findings and
stated that present policies and practices of the Corps are in accordance
with the policies and intentions of bcth the Congress and the Admin-
istration. We suggested that if the Congress should determine that the
Corps’ present policies and procedures applicable to its dredging oper-
ations are to be continued, consideration be given to revising or repeal-
ing 33 U.S.C. 624. (Need for Improving Policies ard Procedures for
Estimating Costs, Evaluating Bids, and Awarding Contracts for Dredg-
ing, B—161330, Aug. 7, 1967.)

2. Proposed revision of law governing financing of salary costs of
retired civil service annuitants reemployed by Federal agencies.—In a
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report to the Congress we proposed that the Congress consider amend-
ing the provision of the civil service retirement law, relating to the pay-
ment of annuities and salaries to reemployed retired employees (5U.S.C.
8344), to provide that amounts equivalent to the annuities allocable
to the period of actual employment, which are deducted from reem-
ployed retired employees’ salaries, be transferred by the employing Fed-
eral agencies to the U.S. Civil Service Commission for deposit in the
Treasury of the United States to the credit of the Civil Service Retire-
ment and Disability Fund.

The effect of reimbursing the retirement fund for the amounts de-
ducted from employees’ salaries equivalent to the annuities paid from
the retirement fund would be to finance the total salaries paid reem-
ployed retired employees from the funds of the employing agencies rather
than to finance a portion of such salary costs, estimated to total about
$7 million annually, from the retirement fund. (Proposed Revision of
Law Governing Financing of Salary Costs of Retired Civil Service An-
nuitants Reemployed by Federal Agencies, B-130150, May 28, 1968.)

3. Significant savings possible if rural mail carriers use Government
instead of personal vehicles.—Under existing legislation, rural carriers
are required to furnish their own vehicles in delivering the mail along
their rural routes, and the Post Office Department is required to pay
the carriers an equipment maintenance allowance for the use of the
vehicles.

In a review of selected rural routes operating within or near metro-
politan areas, we found that the Department could achieve substantial
cost reductions without adversely affecting postal service if certain rural
mail carriers were furnished with Government-owned vehicles rather
than paid an allowance for using their own vehicles.

We recommended that the Congress consider enacting legislation au-
thorizing the Postmaster General to furnish Government-owned or
-leased vehicles to rural carriers rather than pay them the equipment
maintenance allowance when he determined that such action would be
more economical and in the best interests of the Government. (Significant
Savings Possible if Rural Mail Carriers Use Government Instead of Per-
sonal Vehicles, B-161392, Jan. 4, 1968.)

4. Potential economies and improvements in service through moderni-
zation of the postal field service.— The present organization df the postal
field service is based generally on the 19th-century concept of an inde-
pendent post office in each city, town, or village. There are currently
about 33,000 independent post offices which, with few exceptions, process
their own incoming and outgoing mail and are responsiblefor their own
administrative and financial fuctions, We believe that this concept of
operation must be modernized if satisfactory mail service is to be pro-
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vided economically to the Nation in an area of growing as well as shifting
population, rapidly expanding mail volume, swifter methods of trans-
portation, and increasing availability of sophisticated machines adaptable
to speedy processing of mail in mass volumes.

T o this end, we recommended that the Congress consider amending 39
U.S.C. 701 to provide that the primary criteria for the establishment,
discontinuance, or consolidation of post offices be the efficiency of the
service and economy of operations. We recommended also that the Con-
gress consider amending 39 U.S.C. 701 to eliminate the prohibition
against discontinuing independent post offices at county seats as a result
of consolidations and consider amending 39 U.S.C. 705 to eliminate the
restriction against establishing branches and stations more than 20 miles
beyond the outer boundaries of a city, town, or village in which the
principal office is located. (Potential Economies and Improvements in
Service Through Modernization of the Postal Field Service, B-114874,
Dec. 7, 1967.)

5. Opportunity for reducing Federal participation in the cost of airport
land used for installation of runway approach light systems.— We found
that the Federal Aviation Administration was participating in the cost
of land required for approach light systems at the maximum rate of 75
percent of the cost even though most of the approach light system was
installed on land within a runway clear zone area. Federal participation
in the cost of clear zone area land would be at 50 percent instead of 75
percent if the land were not also to be used for the installation of lights.
Use of the land for installation of lights in no way increases the sponsor’s
cost when clear zone area land isacquired in fee.

We believe that consideration should be given to limiting Federal par-
ticipation in the sponsor’s cost of purchasing clear zone area land to 50
percent when the requirement for an approach light system does not in-
crease the sponsor’s land acquisition cost. We therefore suggested that
the Congress consider limiting Federal participation at the 75-percent
rate to those cases where the requirement for an approach light system
results in increased land acquisition costs. (Federal Participation in the
Cost of Airport Land Used for the Installation of Runway Approach
Light Systems, B—158072, June 27,1968.)

6. Reduction of heating costs available through conversion of manually
operated furnaces at military bases.—We reviewed costs of operating
heating units of the types generally used at military bases to heat single
buildings. We found that costs could be reduced several million dollars
annually at Army and Air Force installations if manually operated fur-
naces were converted to automatic-type units. Such conversions at the 12
military installations covered in our review could reduce costs by about
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$3.5 million a year, primarily by releasing military personnel for other
duties.

Department of Defense officials expressed the opinion (1) that there
could be no actual reduction of military personnel requirements if the
function were eliminated since no personnel spaces had been authorized
for this function, (2) that the Congress was reluctant to support requests
for fuel conversion, (3) that military labor should not be considered an
economic factor except where such labor was permanently assigned to the
installation engineer and a reduction in strength could be made, and (4)
that these duties were usually performed as an additional duty or by tran-
sient personnel.

However, the Department requested the Army and the Air Force to
make a study of this matter, including a comprehensive review of all
small hand-fired heating systems using either military or civilian firemen.
This study, which was in progress at June 30, 1968, is intended to serve
as a basis for evaluation of the economic potential from conversion of
hand-fired furnaces.

In view of the need to achieve the most efficient and effective utiliza-
tion of military manpower in assignments requiring military skills and
to realize the economies possible through conversion of manually oper-
ated coal heating units to automatic gas or oil heating units, we suggested
in our report that the Congress may wish to inquire into the practice of
using military labor to perform the function of tending furnaces. (Reduc-
tion of Heating Costs at Military Bases Available Through Conversion
of Manually Operated Furnaces, Department of the Army and Depart-
ment of the Air Force, B—160931, Dec. 27, 1957.)

7. Authority for GAO to settle tort claims in foreign countries.—The
GAO has been concerned with the possibility that our employees abroad
may be forced personally to pay damages for personal injuries or prop-
erty damage as a result of an accident in connection with official activi-
ties in foreign countries. Although GAO employees have not been held
liable in the few cases that have arisen, the possibility exists because of the
increasing activitiesof GAO in numerous foreign countries.

Therefore, we submitted to the Congress a special report recommend-
ing legislation to authorize the Comptroller General to pay tort claims
arising in foreign countries in connection with GAO operations abroad.
The proposal was introduced as S. 2999, which was passed by the Sen-
ate on September 12, 1968. No action was taken in the House on the bill
during the 90th Congress.

8. Meritorious claims.—In addition to the two equitable claims de-
tailed in last year’s annual report, one additional claim has been trans-
mitted to the Congress under our authority in the act of April 10, 1928,
45 Stat. 413, 31 U.S.C. 236. The claim involved reimbursing the father
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of a Navy officer for costs in transporting his son’sautomobile from San
Francisco to his home in Vermont when he was notified that his son was
missing in action in North Vietnam. While it has not been our practice
to submit to Congress military pay and allowance claims which cannot
be paid because of a lack of any legal liability under a statute, this claim
contained such elements of equity to warrant referral to Congress. Subse-
quent to the transmission of our report a private bill, H.R. 17109, was
introduced to authorize payment of the claim. The House Committee on
the Judiciary in reporting the bill favorably, without amendment, indi-
cated agreement with our Office that the facts merited legislative relief.

The other two meritorious claims which passed the House in the first
session have been referred to the Senate Judiciary Committee for con-
sideration. These two bills are H.R. 2652, providing relief of an employee
from an indebtedness arising from an advancement in grade and salary
of an employer in contravention of the Whitten rider, and H.R. 2653,
providing payment to a magazine publisher for a Government advertise-
ment which was placed in the magazine without ihe prior approval re-
quired by law.

Resfafemenf of Prior Year Recommendations

1. Payment of certain severarnce benefits to former Foreign Service of-
ficers—We found that certain former Foreign Service officers of the De-
partment of State who had been selected out were reemployed by the
Federal Government immediately or within a month thereafter at salaries
at least equal to their salaries at the time of separation and were also
being paid severance benefits. In contrast, severance benefits payable
to civil service employees are terminated upon reemployment by the Fed-
eral Government or the municipal government of the District of Colum-
bia and severance benefits payable to Foreign Service Reserve employees
of the Agency for International Development are terminated or adjusted
upon reemployment by the Federal Government.

Severance benefit payments are authorized by the Federal Service Act
of 1946, as amended (22 U.S.C. 1004), which provides that Foreign
Service officers in classes 4 through 7 who are retired under selection-out
provisions shall receive th selection-out benefits. A Foreign Service of-
ficer is selected out because he (1) does not receive a promotion to a
higher class within a specified period prescribed by the Secretary of
State or (2) fails to meet the standard of performance required of of-
ficersaf his class.

We suggested that the Congress might wish to consider the need for
amending section 634 of the Foreign Service Act of 1946 to provide for
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the adjustment of payable selection-out benefits at such time as a former
Foreign Service officer becomes reemployed by the Federal Government
or employed by the municipal government of the District of Columbia
before expiration df his selection-out benefit period. We have been in-
formally advised that the Department of State concurs in the enactment
of legislation to carry out the substance of this recommendation. (Pay-
ment of Certain Severance Benefits to Former Foreign Service Officers,
B-160300, Jan. 31,1967.)

2. Proposed repeal of requirement that Comptroller General make
annual audit of General Supply Fund.—We submitted for the consid-
eration of the Congress a legislative proposal recommending that section
109(e) of the Federal Property and Administrative Services Act of 1949
be amended to discontinue the specific statutory requirement that the
Comptroller General make an annual audit of the General Supply Fund.

We believe that the Accounting and Auditing Act of 1950 and the
Budgetand Accounting Act, 1921, provide ample authority for our Office
to review the General Supply Fund when determined necessary or when
requested to do so by the Congress. In the absence of the specific audit
requirements of the 1949 act, we would have the same freedom of choice
under the broad general audit authority given to us under the 1950 and
1921 acts in selecting the period and scope o financial reviews that we
have in other areas in the General Services Administration, and in other
agenciesin general.

Abill, S. 1767, that would implement our recommendation was intro-
duced in the Senate in May 1967, but no further action had been taken
prior to the close of fiscal year 1968.

3. Exemption of US.-owned vehicles from D.C. registration, titling,
and inspection requirements. — We recommended that the Congress con-
sider enacting legislation amending title 40 of the District  Columbia
Code to exempt vehicles owned by the Federal Government and by the
District of Columbia from the requirements for registration, titling, and
inspection. Savings could be attained by the Federal Government and
the District of Columbia if requirements for registration, titling, and in-
spection o approximately 5,800 Government-owned motor vehicles based
in Washington, D.C., were eliminated.

The chairman of the House Committee on Government Operations
requested the Comptroller General to comment on responses to the
committee regarding the recommendation by the President of the Board
of Commissioners, D.C., the Postmaster General, and the Administrator
of General Services. Our comments were submitted to the chairman of
the committee in April 1967, B—146974, April 19, 1967. (Potential Sav-
ings by Elimination of the Requirements for Registration, Titling, and
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Inspection of Government-owned Motor Vehicles Based in Washington,
D.C., p. 14,B-146974, Mar. 8,1965.)

4. Opportunities for reduction of interest costs on refunds attributable
to net operating loss deductions. — Under the Internal Revenue Code of
1954, better treatment is accorded to some taxpayers claiming refunds
than others at considerable additional expense to the Government. The
Code permits taxpayers to offset net operating business losses of a current
tax year against a prior year’s taxable income and thereby receive a tax
refund. Interest on these refunds is paid by the Government at the rate
of 6 percent, commencing on the first day following the close of the year
in which the business loss occurred. Also, there is no interest-free period
allowed the Government within which to process refunds attributable to
net operating loss deductions. Therefore, taxpayers who delay filing claims
for refunds for periods up to 3 years receive interest for the entire period.
Interest paid on all refunds attributable to net operating loss deductions
during fiscal year 1964 was estimated to total about $28 million.

We suggested that the Congress might wish to consider amending the
Code to provide that interest on refunds resulting from net operating loss
carryback deductions begin from the date that applications or claims
for such refunds are filed instead of from the date following the close
of the taxable year in which the net operating loss occurs, except that
the Internal Revenue Service be authorized to establish a reasonable
period after applications or claims are filed within which interest-free
refunds may be made. This change would be consistent with current
provisions which allow the Government an interest-free period within
which to process ordinary refund payments. The Assistant Secretary of
the Treasury for Tax Policy stated that the Treasury is prepared to sup-
port legislation to carry out our proposal.

We suggested also that Congress might wish to consider similarly
amending statutory provisions concerning interest payments on refunds
attributable to investment credit carrybacks, foreign credit carrybacks,
and unused deductions of life insurance companies. (Opportunities for
Reducing Interest Costs on Refunds Attributable to Net Operating Loss
Deductions, Internal Revenue Service, B-137762, May 26, 1967.)

5. Elimination of tax exemption privileges on beer and tobacco prod-
ucts given free to employees and visitors. —Since 1862, internal revenue
laws have imposed excise taxes on beer and tobacco products. Breweries
are permitted, however, to furnish tax-free beer to employees and visit-
ors for consumption on the premises, and manufacturers of cigars and
cigarettes are permitted to furnish these products tax free to employees
for personal consumption. These tax exemption privileges are not en-
joyed by other producers, such as distillers. Although we recognized
that these practices have existed for a long time, we expressed our be-
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lief that expenses incurred in producing and promoting the sale of
products, including excise taxes, are appropriate costs to the manufac-
turers and that excise taxes should, therefore, be imposed on beer and
tobacco products even when these products are given to employees and
visitors free of charge. We estimated that if the beer and tobacco prod-
ucts given away during fiscal year 1965 had been subject to excise
taxes, additional revenues of about $1.6 million would have accrued to
the Government.

We suggested that the Congress might wish to consider amending
the Internal Revenue Code of 1954 to provide far payment of taxes
by brewers on beer consumed by employees and visitors and by tobacco
products manufacturers on cigars and cigarettes given to employees.
(Review of Federal Excise Tax Exemption on Beer and Tobacco Prod-
ucts Given to Certain Consumers, Internal Revenue Service, B—133365,
Apr. 25, 1967.)

6. Potential savings through changes in legislation ajffecting com-
pensation of rural carriers.—Most rural carriers are compensated un-
der a schedule, established by law, which is based an length of routes
and years of service, regardless of the hours of work required to serve
the routes. Basing compensation chiefly on the length of a route ignores
such factors as the number of families on the route and the volume
of mail handled, which significantly influence the time required to serve
a route. Carriers who serve heavily patronized routes are compensated
under a schedule, established by the Postmaster General pursuant to
law, which is based on the hours of work required to serve their routes
and on years of service. We recommended that the Congress consider
enacting legislation authorizing the Postmaster General to compensate
all rural carriers on the basis of the hours of work required to perform
their duties. (Potential Savings Through Changes in Legislation Affect-
ing Compensation of Rural Carriers and Consolidation of Rural Routes,
B-114874, Dec. 13,1966.)

7. Potential benefits from quarterly collections of Federal unemploy-
ment taxes.—In January 1967 we reported to the Congress that a
significant acceleration in the availability of funds for financing the
administration of employment security activities could be realized if ap-
propriate legislation were enacted to provide for quarterly, rather than
annual, collection of the Federal unemployment taxes. Both the Treasury
Department and the Department of Labor agreed in principle with the
desirability of our proposal to change the collection of the taxes to a
quarterly basis. We recommended that the Secretariesof Labor and of the
Treasury cooperatively determine the most feasible method of making
quarterly collections of Federal unemployment taxes and submit the
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necessary legislative proposal for consideration by the Congress to pro-
vide the authority for such collections.

Officials of the Department of Labor advised us that proposed legis-
lation was submitted to the Bureau of the Budget in fiscal year 1968
but that the proposed legislation was not submitted to the Congress for
consideration. (Potential Benefits From Quarterly Collectionsof Federal
Unemployment Taxes, Department of Labor and Department of the
Treasury, B—133285, Jan. 24, 1967.)

8. Need to clarify intent as to whether competitive negotiation re-
quirements apply to the negotiation of architect-engineer contracts. —
Although Public Law 87-653 requires that, in all negotiated procure-
ments in excess of $2,500, proposals be solicited from the maximum
number of qualified sources and that discussions be conducted with all
responsible offerors whose proposals are within a competitive range,
price and other factors considered, Federal agencies subject to this re-
quirement generally solicit a proposal only from the architect-engineer
firm selected on the basis of technical ability.

In our view there is no statutory basis which would exempt architect-
engineers from the requirements of Public Law 87-653. However, we
advised the agencies that their present procedures may be followed until
the Congress had an opportunity to consider this matter in view of past
administrative practices in the procurement of such services.

We stated that in our opinion the procurement of architect-engineer
serviceswas and should be subject to the competitive negotiation require-
ments of Public Law 87-653. We suggested that (1) in view of past
administrative practices in the procurement of such services, it was im-
portant that the Congress clarify its intent as to whether the competitive
negotiation requirements of the law are to apply to such procurements
and (2) if the Congress determined that it was not so intended, the law
should be amended to specifically provide for an exemption for this type
of procurement. (Government-wide Review of the Administration of
Certain Statutory and Regulatory Requirements Relating to Architect-
Engineer Fees, B-152306, Apr. 20, 1967.)

9. Repeal of present statutory fee limitation on architect-engineer
fees.— We found that major construction agencies contracted for
architect-engineer services at fees in excess of the statutory provisions
which limit the fees payable to architect-engineers to 6 percent of the
estimated cost of construction. Generally, these agencies interpreted the
limitation as applying only to that portion of the total fee relating to the
production and delivery of designs, plans, drawings, and specifications.
Under such interpretation, most of the architect-engineer contracts under
which the total fee exceeded 6 percent would be in compliance with the
limitation. However, we reported that in our opinion the military pro-
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curement statute and the Federal Property and Administrative Services
Act of 1949 impose the 6-percent fee limitation on all architect-engineer
services.

We reported that in our opinion the present statutory fee limitation is
impractical and unsound principally because (1) the limitation is gov-
erned by estimated construction costs which do not necessarily relate to
the value of the architect-engineer services rendered, (2) estimated con-
struction costs may not be known at the time the limitation must be
applied, (3) some architect-engineer contracts do not involve pro-
grammed construction projects, (4) the limitation may be partially
avoided by agencies having their in-house resources perform services
that have generally been contracted to architect-engineer firms,and (5)
architect-engineer fees in terms of percentages of construction cost vary
widely and thus render impracticable the establishment of a percentage
at an appropriate level to effectively limit the fee for the majority of
contracts.

The present requirements for competitive negotiation and the sub-
mission and certification of cost or pricing data, if properly applied to
contracts for architect-engineer services, should provide adequate as-
surance of reasonable fees. Therefore, we recommended that the Con-
gress repeal the 6-percent limitation imposed on architect-engineer fees
by 10 U.S.C. 2306(d),4540,7212, and 9540 and by section 304 (b) of
the Federal Property and Administrative Services Act of 1949, as amend-
ed (41 U.S.C. 254(b)). A bill to implement this recommendation, S.
2089, was introduced in July 1967 but has not been acted upon. (Gov-
ernment-wide Review of the Administration of Certain Statutory and
Regulatory Requirements Relating to Architect-Engineer Fees, B~
152306, Apr. 20, 1967.)

Legislafive Proposals fo Heads of Departments or Agencies

1. Potential reduction in future losses from peanut price-support pro-
grams.—In our review of the peanut price-support programs of the Com-
modity Credit Corporation, Department of Agriculture, we estimated
that under existing legislation losses from the programs during the 5-year
period, 1967 through 1971, would amount to at least $248 million and
that losses in the following years would continue to increase.

In a report submitted to the Congressin May 1968, we expressed the
opinion that plans to control the production of peanuts could best be
established by revising the Agricultural Adjustment Act of 1938. This
act limits the quantity of peanuts which can be produced by providing
for a national acreage allotment that may not be less than 1,610,000
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acres. Since passage of this act, new farm technology has increased the
average yield per acre enormously and, thus, has reduced the usefulness
of the national acreage allotment as a control over production.

We expressed the belief that the Department of Agriculture should
consider recommending to the Congress a change in the Agricultural
Adjustment Act of 1938 which would permit production to be controlled
on the basis of pounds instead of acres in order to reduce the Corpora-
tion’s future losses. (Review of Peanut Price-Support Programs, Com-
modity Credit Corporation, Department of Agriculture, B-163484, May
9, 1968.)

41



Chapter Three



¥
13

e s

.

Beres, 4
fwa

L
Ry
.

T
A

R LR o

A TR R R

SR TR A VST S e

AR
AR




Assistance In

Improving Agency
Management
Practices

SUMMARY OF ASSISTANCE PROVIDED

An important part of the work of the General Accounting Office is
providing assistance to the agenciesof the Government in bringing about
greater effectiveness, efficiency, and economy in the conduct of their
programs and activities. Such assistance is rendered principally in the
form of (1) performing audit work and reporting on findings and
recommendations to agency officials, (2) cooperating in the develop-
ment of improved financial management systems, (3) promulgating
accounting principles, standards, and policies, (4) furnishing consult-
ing advice in acquiring and using automatic data processing systems,
(5) providing advisory assistance in traffic and transportation problems,
(6) settling claims, and (7) issuing legal decisions and advice.

This chapter describes our work in assisting agencies in establishing
and maintaining their financial management information systems and
improving their related management practices. Our assistance in other
areas of management is discussed in Chapters Four through Six with
regard to findicgs and recommendations for corrective action resulting
from our audit work and in Chapters Seven through Nine with regard to
our assistance in the areas of transportation, claims, and legal services.
Our assistance to the Congress on its internal accounting and financial

management is discussed in Chapter Two.
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CONGRESSIONAL INTEREST IN FINANCIAL MANAGEMENT

The House Government Operations Committee has continued its in-
terest in the progress being made in financial management improve-
ments in the Federal agencies since enactment of the Budget and Ac-
counting Procedures Act of 1950. The committee held hearings in 1964,
1966, and 1967 on the lack of progress in improving accounting systems
in the departments and agencies of the Federal Government. It issued
formal reports on these hearings, strongly urging constructive and
prompt action by the respective Federal agencies and more aggressive
attention to the area of financial management by the General’ Account-
ing Office, the Bureau of the Budget, the Treasury Department, and
the Civil Service Commission.

The committee issued its latest report on March 5, 1968 (H. Rept.
1159, 90th Cong., 2d sess.) in which it recommended that the General
Accounting Office (1) make an annual report to the Congress sum-
marizing findingsrelating to inadequate accounting systemsand the prog-
ress of agencies in developing systems for submission and approval by
the Comptroller General, (2) continue to circulate among executive
agencies examples of good financial management practices, and (3) re-
evaluate previously approved systems on a regular cycle basis. The first
annual report to the Congress is planned for the calendar year 1968.
Action is also planned in response to the other congressional recom-
mendations.

The committee’s continuing interest in this subject was further evi-
denced by a meeting in which financial management systems being de-
signed for the Department of Labor were presented to a large group of
high-level executive agency officials. This continued congressional interest
has been helpful in stimulating continuing effort toward improved Fed-
eral financial management practices.

The House and Senate Committees on Appropriations have been vi-
tally interested in the efforts of the Department of Defense to establish
an improved system for the management of its resources. Section 640(b)
of the Department of Defense Appropriation Act, 1968, required the
Comptroller General, in coordination with the Director of the Bureau
of the Budget, to evaluate the accounting system for operations being pro-
posed by the Department of Defense and to expressan opinion on its con-
formance to all laws and regulations. On April 12, 1968, we reported to
the Congress (B-159797) our opinion that the proposed system was de-
signed to (1) meet the requirements of all applicable laws governing
budgeting, accounting, and the administration of public funds and the
standards and procedures established pursuant thereto, (2) provide for
uniform application to the extent practicable throughout the Depart-
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ment of Defense, and ( 3) prevent violations of the antideficiency statute
(Rev. Stat. 3679; 31 U.S.C. 665).

The conference report on the Department of Defense Second Supple-
mental Appropriation Bill for 1968, dated July 1, 1968, provided that
the Department’s actions to effect improvements in its accounting be
accomplished in collaboration with the General Accounting Office.

ASSISTANCE IN IMPROVING FINANCIAL MANAGEMENT

The ever-increasing scope, complexity, and cost of the Government’s
activities increase the importance of the development and maintenance
of sound financial management systems. The Government’s annual ex-
penditures are now running at a rate in excess of $180 billion, including
trust fund expenditures, with significant increase as a result of new and
expanded social programs, defense expenditures, and interest costs on a
steadily mounting public debt. New social programs have been developed
in recent years to broaden educational opportunities, to develop economi-
cally depressed areas of the Nation, to help finance health services and
medical care, and to launch a concerted attack on poverty.

The growth of these domestic programs and the defense and related
international programs, coupled with the corresponding decentralization
of activitiesthroughout the United States and the world, add to the com-
plex responsibilities of the Government’s managers. Thus, the managers
in Federal service need all available tools, including detailed and reliable
data on the actual costs of activities, programs, and functions, to help
them plan and administer Federal programs and funds effectively and
economically and in accord with the intent of the Congress.

One very important management tool is an adequate accounting sys-
tem designed to provide control over funds, property, and other assets
and liabilities; to provide current and timely information on the costs
of operations and other related information that is of value to manage-
ment officials in decisionmaking; and to provide cost and other financial
data to various levels of management related to the previous financial
plans that were expressed in operating cost budgets of each agency. The
availability of timely and reliable cost information, related to cost budg-
ets and assignments of management responsibility, is essential in promot-
ing in responsible officials and employees desirable attitudes of cost con-
sciousness which are so important to the economical conduct o Govern-
ment operations.

It is not possible to estimate the potential savings that could be realized
by developing and using adequate budget and accounting systems. How-
ever, the savings should be substantial because of the improved informa-
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tion available to managers for their use in making better decisions. The
need for improved budgeting, accounting, and reporting certainly war-
rantsthe unremitting efforts of all agency officials,

Prescribing Accounting Principles and Standards

An important accounting responsibility assigned to us by law is the
prescribing of accounting principles and standards to be followed by the
executive agencies in establishing and maintaining their accounting
sptems. The first comprehensive statement of these principles and stand-
ards, issued in accordance: with this requirement, was released in 1952.

The establishment of accounting principles and standards is not a
one-time action; revisions and additions must be made from time to
time to reflect benefits gained from experience, evolution in financial
management concepts, and the requirements of newly enacted legislation.
A complete restatement of the accounting principles and standards pre-
scribed by the Comptroller General was issued on June 30, 1965, as
Title 2 of the General Accounting Office Manual for Guidance of Fed-
eral Agencies.

In April 1967 the restatement of the principles and standards was
amended to make it clear that the accounting systems of executive agen-
cies must provide adequate support in the form of cost and other finan-
cial information for the planning-programming-budgeting system pre-
scribed by the President for executive agencies.

Accounting Recommendations of President’s Commission
on Budget Concepts?®

The President’s approval in December 1967 of the recommendations
of his 16-member Commission on Budget Concepts (of which the Comp-
troller General was a member) that budget expenditures and receipts be
reported on an accrual basis rather than in terms of cash put added em-
phasis on the need for each Federal agency to maintain its accounts on
the accrual basis.

Specific instructions to the executive agencies for implementing the
Commission’s recommendations are contained in Bureau of the Budget
Bulletin No. 68-10, dated April 26, 1968. The General Accounting Of-
fice was consulted in the preparation of this bulletin and we have en-
dorsed its purpose and content.

* Report of the President’s Commission on Budget Concepts, U.S. Government
Printing Office, Washington, D.C., October 1967.
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Basic laws and our prescribed principles and standards of accounting
for Federal agencies have long called for the maintenance of accounts
on the accrual basis. However, some refinement in the application of
our principles and standards is necessary to accommodate, primarily at
the appropriation level, the reporting, in accordance with the Commis-
sion’s recommendations, of revenues and expenditures in terms of ac-
cruals rather than in terms of receipts and disbursements. Accordingly,
the heads of departments and agencies were informed on May 4, 1968,
that accrued revenue and expenditure data must be obtained and re-
ported on a monthly basis and that in the case of contractors performing
work to the Government’s specifications, accrued expenditures must be
recognized in Federal accounts and reports on the basis of constructive
receipt of goods and services, without awaiting physical delivery to or
acceptance by the Government. These requirements are being formally
incorporated in our statement of prescribed accounting principles and
standards for Federal agencies.

Special studieswere instituted during the year by the General Account-
ing Office, the Bureau of the Budget, and the Treasury Department to
analyze the problems and develop workable procedures for implementing
the accrued revenue and expenditure recommendations of the President’s
Commission on Budget Concepts. The Commission recommended a con-
version to this basis for the 1971 budget, to be submitted to the Congress
in January 1970. The principal problems requiring special study are (1)
accounting for costs incurred by contractors but not yet reported to the
Government under contracts for the furnishing of materials, facilities,
and equipment to the Government’s specifications; (2) accounting for
costs incurred by recipients of Federal funds under grant-in-aid pro-
grams: and (3) estimating revenues from income and other forms of
Federal taxes on the accrual basis.

Cooperative Work in the Development of Accounting Sysfems

We have continued to devote a substantial amount of manpower to the
field of financial management, including cooperative assistance to the
executive agencies in the development of improved accounting systems.

Our manpower has been directed to such matters as working with
agency officials and staffs so that, with our technical assistance and guid-
ance, the agencies may proceed to develop and maintain financial man-
agement systems that are designed and operated in accordance with the
conceptsof the Budget and Accounting Procedures Act and that meet the
needs of the operating and central agenciesof Government. In our coop-
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erative work, we keep ourselves informed as to what each agency is doing
and the problems it is encountering in order that we may reach a common
understanding as to the concepts and principles to be employed. Our pur-
pose is to be as helpful as we can without assuming agency management
responsibilities. The head of each executive agency has the statutory re-
sponsibility for establishing and maintaining adequate accounting and
financial management systems.

Our cooperative efforts in the financial management area are the
direct responsibility of the Management Control Systems Group in the
Defense Division, the Financial Mangement and Special Projects Group
in the International Division, and each of the audit groups in the Civil
Division. During the year each of our responsible organizations has
worked closely with agencies in the development and review of their ac-
counting systems. A large part of our effort has been devoted to the
development and review of separate statements of principles and stand-
ards. These statements set the stage for the detailed systems design and
improvement effort that will follow in each agency.

Review and Approval of Accounting Systems

Our approval of an agency’s accounting system is based on, among
other things, a test of the operation of the system to the extent neces-
sary to establish whether the system is adequate and conforms in all
material respects with our prescribed principles and standards.

After approval, we have the continuing responsibility of providing
consultative assistance on further refinements and of reviewing systems
in operation from time to time to evaluate their continued adequacy
and usefulness. If we subsequentlv find that the approved system is not
being implemented as planned, or has been adversely modified since
approval, then cooperative action is taken with the agency to achieve
the corrective action needed. Where appropriate, a report on the financial
management system is submitted to Congress.

The procedures to be followed by agencies in obtaining approval of
their accounting systems are set forth in Title 2 of the General Ac-
counting Office Policy and Procedures Manual for Guidance of Fed-
eral Agencies. In May 1967 we changed our requirements for request-
ing approval of accounting systems by specifying that agencies should
first prepare a statement of accounting principles and standards applica-
ble to their systems and obtain GAO approval before proceeding to the
detailed design and installation of revised systems. Under this approach,
we had under review for the civil departments and agencies, during
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the fiscal year 1968, 21 statements of accounting principles and stand-
ards; eight o these were approved during the year and 13 were under
review by our Office on June 30,1968.

During the year, we also had under review 29 complete and six parts
or segments of systems submitted by civil departments and agencies.
Five of these complete systems (which included reapproval of one up-
dated system previously approved) and three partial systems were ap-
proved during the year, and six complete systems were withdrawn by,
or returned to, the agencies for further development. At the end of the
year, 18 complete and three partial systems were in various stages of
review.

At June 30, 1968, out of the 150 civil department and agency ac-
counting systems subject to approval, the accounting systems of 57
organizational entities had been approved compared with 60 approvals
reported as of June 30, 1967. However, during the year, seven approvals
of complete systems issued in prior years were dropped from our count
o complete system approvals because the related systems were discon-
tinued, merged into new systems, or were reclassified to new authorized
stages of the approval process. In addition, we have approved 13 parts
or segments of systems, covering such operations as payroll and property
accounting, in other entities among the civil departments and agencies
where the complete system has not yet been approved. When a complete
system is approved, any prior approvals of segments are dropped from
our count of approved systemssegments.

The only complete accounting system approved in the Department
of Defense is the system employed by the Corps of Engineers for the
civil functions of the Department of the Army. However, as described
on page 46 we did report to the Congress our favorable opinion on the
design of the proposed Department of Defense accounting system for
operating expenses.

As dof the end of the year, the Department of Defense had submitted
for approval 15 directives and instructions setting forth accounting prin-
ciples and standards, the accounting manuals of the three military serv-
ices for construction activities, and industrial fund accounting systems
manuals for four Defense activities. The directive governing the Depart-
ment’s overall Resource Management System was approved and all other
submissions were being reviewed at the end of the year.

Joint Financial Management Improvement Program

The Joint Financial Management Improvement Program is a Gov-
ernment-wide cooperative effort of all departments and agencies under
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the joint leadership of the Comptroller General of the United States, the
Secretary of the Treasury, the Director of the Bureau of the Budget, and
the Chairman of the Civil Service Commission to establish and maintain
systems of financial management that will be of maximum usefulness
throughout the Federal Government.

The program is coordinated through a Steering Committee composed
of a representative of each of the central agencies. The Steering Com-
mittee meets regularly to consider problem areas, initiate work projects,
and keep abreast of progress being made throughout the Government.
The principals of the program meet from time to time to receive overall
reports of progress and to furnish broad policy guides to the Steering
Committee. At a meeting of the principals in April 1968, ongoing proj-
ects were reviewed and proposals for new projects were considered.

A number of projects were planned during the year and several were
started as formal projects. Two of the major projects were:

1. A study of the use by Federal agencies of letters-of-credit to finance
contractors and grantees.— A task force comprised of a representa-
tive from each of the central financial agencies and a representative
of the Department of Health, Education, and Welfare visited
selected Federal agencies which use letters-of-credit, and selected
grantees in order to determine the effectiveness of this method of
financing. At year end, the task force was summarizing the results
of its study and evaluations.

2. A study of procedures for centralizing within the Federal Govern-
ment the billing and payment of transportation charges incurred by
Federal agencies.— During the year, a study team chaired by a
representative of the General Services Administration and com-
prised o representatives from the General Accounting Office, the
Bureau of the Budget, the Department of the Treasury, the Depart-
ment of Commerce, the Department of Health, Education, and
Welfare, and the Department of Agriculture, conducted preliminary
reviews and studies at selected Federal agencies and held meetings
with transport associations. The study is expected to be completed
during fiscal year 1969 and a report issued.

The principals as well as the Steering Committee continually concern
themselves with a broad range of financial management matters. One
project in particular which will start in the fiscal year 1969 and which
will require substantial resources to complete is a Government-wide
review of the financial administration of grants-in-aid to States and to
local governments.
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Other Factors Affecting Accounting Systems Development

The recommendations of the President’s Commission on Budget
Concepts made in its report of October 10, 1967, and which were en-
dorsed and adopted by the President, will have an important effect in
stimulating the further development of agency accounting and reporting.
The Commission heartily endorsed the trend toward the use of accrual
systems of accounting and recommended that budget expenditures and
receipts be reported on an accural basis instead of the present cash basis.

Another factor affecting accounting system design and develop-
ment is the need to classify data so as to accommodate the planning-
programming-budgeting system (PPBS). The availability of properly
stated and classified financial information to correspond to classifications
of PPBS is a significant factor in the effective use of PPBS as a planning
and management device.

The increased interest in the legislative branch and at the highest
executive branch level in a Government-wide cost reduction program
focuses additional attention on the need for improved Federal agency
accounting. The Government has in being an organized effort to reduce
costs, and, about a year ago, established the President’s Advisory Council
on Cost Reduction. Adequate accounting systems can help in the identifi-
cation of opportunities for cost reduction by disclosing unit cost informa-
tion for comparative analysis purposes or by disclosing costs which might
be eliminated or reduced when brought to the attention of management.

The mechanics of accounting and reporting, and the ability to classify
and print data in various combinations, are greatly facilitated by the
use of electronic computers and printers. The availability of such equip-
ment has a very significant effect on Government accounting systems
planning and development work.

The proper, efficient, and economical use of such equipment for ac-
counting and reporting purposes requires careful and detailed planning,
programming, and implementation over an extended period of time.
However, the high cost of the equipment and the expensive programming
for its actual use requires good planning and supervision to avoid exten-
sive waste in trying to achieve better record and reporting systems. The
systems development work related to electronic equipment constitutes a
real challenge to the systems accountants in the Government.

AUTOMATIC DATA PROCESSING

Approximately 4,000 computers are now installed in Federal agencies,
as contrasted with approximately 3,000 installed as of June 30, 1967,

324-8320-8—5- 53



ASSISTANCE TO THE AGENCIES

and 2,200 as of June 30, 1965. The trend toward increased use of com-
puter-based systems throughout the Federal Government is thus evident.
These totals include computers used in business management functions
and scientific and engineering programs but are exclusive of equipment
used for tactical, intelligence, and other classified purposes.

Over a 3-year period the inventory of installed computers has almost
doubled and the use of automatic data processing systems in carrying out
Federal Government functions has had a significantimpact on operations
in almost every major agency of the Government. In the Department of
Defense, the principal business applications are in supply and logistics
programs and related financial management operations. In these activi-
ties computer systems are now processing millions of transactions monthly
in supply control and related financial management operations. Extensive
communication facilities are being used to transmit data between using
organizations and computer centers. Extensive use is being made o
small-scale computers throughout the Department for base-level opera-
tions.

In the civil agencies, many large-scale paperwork operations have
been converted to automatic data processing systems. Important exam-
ples may be found in the Treasury Department, the Social Security Ad-
ministration, the Veterans Administration, the Department of Agricul-
ture, the Post Office Department, and the Census Bureau.

We continued to provide advice and assistance to Federal agencies
on questions involving the acquisition and use of automatic data process-
ing systems. Also, in carrying out our review and evaluation responsi-
bilities, we assisted agencies by reviewing with agency officials deficiencies
disclosed during our audits related to the planning for and use of such
systems. We are currently engaged in a general survey of ADP activities
in civil departments and agencies in the Federal Government. The survey
is concerned with the overall management and control o ADP activities,
and the participation of internal audit groups in ADP matters.

We have continued to work with the US. Civil Service Commission
and the auditing agencies of the Government in providing a training
program for auditing in an automatic data processing environment. This
course is now being offered by the Civil Service Commission to auditors
of all Federal agencies.

In addition to advising and assisting individual Government agencies,
we have as a result of our continuing studies in this field made recom-
mendations which were directed at achieving improvements in the man-
agement and administration of automatic data processing facilities on
a Government-wide basis.

These studies are being made as a follow-up to our earlier studies that
were the subject of comprehensive reports to the Congressin June 1958,
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December 1960, March 1963, April 1964, and August 1965. Copies of
these reports were widely distributed to Government agencies to assist
them in the development of their automatic data processing programs.

Our lastest report in this series was issued in April 1968 and was en-
titled “Maintenance of Automatic Data Processing Equipment in the
Federal Government.” This report pointed out that in most cases main-
tenance services for Government-owned computers are being obtained
from computer equipment manufacturers and that only a relatively small
number of Government computer installations have adopted a policy of
in-house maintenance for their equipment. We concluded that greater
consideration should be given to in-house maintenance because of the
potential for cost reduction in obtaining this necessary service and other
possibleadvantages. The report recommended that :

* The Bureau of the Budget require the executive agencies to consider
in-house maintenance in reaching procurement and maintenance
decisions and that the General Services Administration accelerate its
studies now underway on this subject with an objective of promulgat-
ing more specific policies for the guidance of Federal agencies in
obtaining adequate maintenance service at the least cost to the
Government.

* The head of each Federal agency arrange for the establishment of

procedures for arriving at the most advantageous decisions for main-
tenance of automatic data processing equipment.

Also, during our study, we noted a few instances where aggressive man-
agers had saved their activities significant sums of money by not purchas-
ing automatic data processing system components and repair parts from
the computer manufacturer but by purchasing the items direct from
the actual manufacturers of the components or from other sources of
supply.

The cost savings from such direct procurement illustrated by the few
cases we encountered suggest that this method of procurement should be
more extensively explored. We are conducting further studies of this
question as a preliminary to making specific recommendations.

The Bureau of the Budget has advised us that it is taking stepsto amend
its Circular No. A-54 which relates specifically to acquisition and use of
automatic data processing equipment to assure that agencies give ap-
propriate consideration to the use df in-house maintenance decisions.

The General Services Administration has accelerated its study by
awarding a contract for consulting services to conduct a survey “to iden-
tify the optimum least cost alternative means for maintenance of ADP
within appropriate parameters such as make, size and type of equipment,
type and priority of applications and geographical considerations.”
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The General Services Administration also advised us that it would issue
a Federal Property Management Regulation containing some initial
interim guidelines to assist agencies in their evaluation of alternative
means of maintenance. These will include the factors brought out in our
report.

REVIEW OF AGENCY INTERNAL AUDITING

In the discharge of its statutory audit responsibilities and as a matter of
generally accepted auditing practice, the General Accounting Office re-
views and evaluates the effectiveness of departments’ and agencies’
systems of internal control, including internal audit or other methods of
internal review.

During the year we reviewed the activities of a number of the audit
organizations in the civil departments and agencies and the Department
of Defense and made recommendations for changes and improvements
in several instances. We submitted six reports to the Congress on these
reviews in the Departments of Agriculture, Commerce, Defense, Justice,
Labor, and Post Office. In addition, we reported to the Congress shortly
after the close of the fiscal year on our review of internal audit activities
in the Federal Aviation Administration (FAA). We also issued reports
on this subject to responsible officials of the Army Corps of Engineers,
the Atomic Energy Commission, the District of Columbia Government,
the Federal Housing Administration, Department of Housing and Urban
Development, the National Aeronautics and Space Administration, the
Panama Canal Company, and the Peace Corps.

The more important matters discussed in these reports are summarized
below and are described more fully in Chapters Four, Five, and Six, in-
cluding the digests of our reports sent to the Congress during the year:

* Need to establish a central internal audit organization responsible to
the highest practicable level, preferably the agency head or a principal
subordinate official (Commerce, FAA and Justice).

* Relocation of internal audit function at a higher level needed
(Labor).

* Need for expanded internal audit function commensurate with needs
of the department (Labor).

* Procedures for follow-up action on recommendations contained in
internal audit reports were in need of improvement (Post Office).

* Need to include significant findings in audit reports (Army Corps of
Engineers).
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* More comprehensive reviews and increased emphasis on evaluations
o operating efficiency and economy were needed (District of
Columbia Government).

In our reports on the Justice, Labor and FAA internal audit activities,
we expressed our opinion that where the internal audit organization does
not report directly to the agency head, that official should take action
to ensure that the activity will be sufficiently independent to provide him
with independent and impartial appraisals of the agency’s programs and
activities.

We concluded that the internal audit activities of the Departments of
Agriculture, Defense, and Post Office, the Atomic Energy Commission,
and the Panama Canal Company were being carried out in a generally
satisfactory manner. However, we expressed reservations concerning the
organizational placement of the internal audit organization in the Panama
Canal Company. We expressed a similar view in regard to the Peace
Corps’ audit function.

Our audit work underway at June 30, 1968, included reviews of the
internal audit activities at the Department of the Interior, Treasury De-
partment, National Science Foundation, Railroad Retirement Board, and
the Veterans Administration. At fiscal year end, we were preparing re-
ports on our reviews of such activities in the Department o State, the
Agency for International Development, and the United States
Information Agency.

SYSTEMS ANALYSIS

The Systems Analysis Group was established in July 1967 to provide
the General Accounting Office with specialized capability in planning-
programming-budgeting (PPB) concepts and related systems analysis
techniques. With the spread o these concepts in the executive branch
agencies by direction of the President and growing congressional interest
in this area, it is considered essential that the GAO have appropriate
capability to :

1. Make or review special studies of Federal programs, policies, and
activitieswhich involve the application of systems analysis concepts
and techniques.

2. Provide consulting advice and assistance in this area to congressional
committees, Members of Congress, and Federal agency officials, as
required.

Work performed by this group during the year or underway at fiscal
year end included : (1) participation in review of Economic Opportunity
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programs, (2) survey of PPB in Federal agencies, (3) pilot studies in pro-
gram effectiveness, (4)review of discount rate practices, (5) assistance
in evaluating an economic feasibility report concerning the Supersonic
Transport Airplane, and (6) participation in development of a training
course in program budgeting and systems analysis for GAO accountants
and auditors.

With respect to discount rate practices, the Comptroller General and
members of his staff testified before the Subcommittee on Economy in
Government of the Joint Economic Committee of the Congress on Jan-
uary 29, 1968. At that time, the Comptroller General submitted a report
on the results of our survey of use by Federal agencies of the discounting
technique in evaluating future programs. We expressed our opinion in
this report that because of the extreme variation in discount rates and
techniques being used by the executive agencies far evaluating and jus-
tifying their programs and because there is strong impetus toward the use
of the discounting technique by Federal agency adoption of planning-
programming-budgeting systems, the Congress may wish to provide
guidance to the executive agencies on this important topic. We also stated
our belief that some measure of standardization regarding the use of the
discounting technique is needed to enhance the quality and consistency
of information concerning Federal programs which is presented to the
Congressfor its consideration.

We plan to continue our inquiries into Federal agency discounting
practices and to work with the Joint Economic Committee staff in its
continuing studies.

ANNUAL COMPILATIONS OF GENERAL ACCOUNTING
OFFICE FINDINGS AND RECOMMENDATIONS
FOR IMPROVING GOVERNMENT OPERATIONS

During the year, we submitted to the Congress two reports presenting
compilations of General Accounting Office findings and recommenda-
tions for improving Government operations (B—138162, Aug. 23, 1967,
and May 10, 1968). These compilations related for the most part to
fiscal years 1966and 1967.

In addition to their usefulness to the Congress, one of the primary pur-
poses o these compilations is to acquaint Federal agency officials with
specific findings we have made in functional areas of operation in the
Federal Government, together with our recommendations for correction
or improvement and, where applicable, information on accomplish-
ments. Many of the findings which are developed in one agency have
application in other agencies performing similar functions. The com-
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pilations provide a summary means of communicating the findings to all
agencies regardless of where we have developed them and where we have
officially reported them.

In addition to presenting our findings and recommendations, the com-
pilations also summarize the actions taken by the departments and agen-
cies on our recommendations.
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GENERAL

Our work in the civil departments and agencies in the executive
branch, carried out by ou